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THE DIRECTOR OF CENTRAL INTELLIGENCE

WASHINGTON, D.C. 20303
NIC #01787-84
19 March 1984

National Intelligence Coum:ilv E:‘{ HE 0 KY | o
MEMORANDUM FOR: Director of Central Intelligence
Deputy Director of Central Intelligence

FROM: Maurice C. Ernst
NIQO for Economics

SUBJECT: NSC Meeting on Iran-Iraq Energy Issues

1. The purpose of the NSC meeting is to establish some basic
guidelines on which to base US foreign policy and economic actions in the

event of a Persian Gulf supply interruption. The main issues for decision
concern:

o How should the US approach triggering the IEP sharing system in
the event of a severe disruption?

o To what degree should we seek consultation or coordination with
our Allies on stock draws?

o Should the US support coordinated international action to
influence this market?

On each issue the options range from little or no US Government action
(1etting the market do the job) to various forms of joint action and
coordination with other nations.

2. In our opinion, the issues on which the NSC is asked to focus
basically address how best to minimize the impact of a given disruption on
the world oil market. The Administration's main objective is to avoid a
recurrence of the enormous price increases that occurred in 1979 in
response to a very small world oil shortage. Although this is certainly an
important objective, even more important are two types of policy action
which are only briefly mentioned in the attached papers. These are:

o0 What the US can do to prevent a supply disruption in the first
place; and

o What actions the US can take to minimize the size of any shortfall
and its duration.
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3. The NSC study does not systematically review US diplomatic,
economic, and military initiatives aimed at preventing an Iraqi escalation
of the war which would threaten Iranian oil supplies, or an Iranian
response which could threaten Gulf oil supplies. Up to now, both the
Iragis and the Iranians have been cautious in their actions, if not in
their statements. Iraq will probably attack Iranian oil exports if its
military situation looks desperate. But so far it is not, and US support
for any Iraqi oil export pipelines, as well as continued large-scale Saudi
assistance to Iraq, may prevent the worst from happening. These questions
are being addressed in the CCPG, but we have not seen any paper.

4, Just as important is US deployment of military forces in the area,
both to dissuade Iranian attacks and to deal with them if they occur.
Working with the Saudis and Kuwaitis to increase oil industry security and
to protect and rebuild facilities if an attack occurs obviously are also of
critical importance, and little is said about the subject. DoD is
examining these questions, but we are not aware that any interagency
process is under way.

5. From an intelligence point of view, you may wish to make the
following points:

o Although Southern Gulf oil facilities are highly vulnerable to
attack, the chances are small that the Iranians would succeed in
damaging them so severely as to cause an extended reduction in
Saudi and Kuwaiti exports once the smoke had cleared. Most of the
critical facilities would have to be largely destroyed to cause a
big 0il supply shortfall.

o 0il tankers in the Persian Gulf are highly vulnerable, however, to
all kinds of attacks. Reopening the Straits would not make the
Gulf safe for tankers. A large US naval presence might be
required to do the job.

o If there were major attacks against oil targets in the Southern
Gulf, a great deal of uncertainty would prevail about the extent
of the damage and its market impact. Initially oil prices would
probably shoot up rapidly. The US Government could help calm the
market by disseminating more accurate information. The
Intelligence Community can help in this regard.

0 Since we believe that the great majority of possible disruptions
would have a relatively small and short-lived impact on world oil
supplies, it makes sense to focus policy reactions on calming the
market and releasing stocks, rather than on triggering major
coordinated policy moves, such as under the IEA. The IEA should
be activated only if the disruption is known to be large and
likely to continue for at least several months.
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6. Attached are the following materials:

A. The NSC policy papers.

B. A memorandum from "Energy Emergency Preparedness," with 25X1
which I concur.

C. The recent Interagency Assessment on the Iran-Iraq war and its
effects.

D. An uncoordinated draft of the sections of the forthcoming SNIE
Wor1ld 0il1 Market OQutlook: Key Political and Economic Dimensions
dealing with interruptions of Persian Gulf o1l supplies.

E. Selected IEEW articles and an IA from OGI International Qil Market
Qutlook: Midyear Assessment.

F. Some background statistics on the 0il market.

.'\-",'7 ’ - .
v .,4;,4-——-~/I‘4/L-fk
Maurice C. Ernst

Attachments,
As stated
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NATIONAL SECURITY COUNCIL
WASHINGTON, D.C. 20508

SECRET
MEMORANDUM FOR

MR. DONALD P. GREGG

Assistant to the Vice President
for National SEcurity Affairs

Office of the Vice President

MR. CHARLES HILL
Executive Secretary
Department of State

MR. CHRISTOPHER HICKS
Executive Secretary
Department of the Treasury

COLONEL JOHN STANFORD
Executive Secretary
Department of Defense

MR. BARRY ALLBRIGHT

Director, Executive
Secretariat

Department of the Interior

MRS. HELEN ROBBINS

Executive Assistant to the
Secretary

Department of Commerce

SUBJECT:

March 16,

- —
0 z —

1984

MR. WILLIAM VITALE
Executive Secretary
Department of Energy

MR. ALTON KEEL
Associate Director for
National Security and
International Affairs
Office of Management and Budget

25X1

Executive Secretary
Central Intelligence Agency

MR. WILLIAM NISKANEN

Member

President's Council of
Economic Advisors

AMBASSADOR HARVEY FELDMAN

Washington Representative for
U.S. Ambassador to the United
Nations

BRIG. GENERAL GEORGE A. JOULWAN
Executive Assistant to the

Chairman
Joint Chiefs of Staff

NSC Meeting on Iran-Iraq Energy Issues (S)

A National Security Council meeting has been scheduled for 2-3:00 p.m.,
Tuesday, March 20, 1984 in Room 208, Old Executive Office Building to
discuss international energy issues and policy options arising out of

the Iran-Iraq war.

Attached are an agenda (Tab A) and background

papers prepared by the Department of State (Tab B). (S)

Attachment

Tab A Agenda

Tab B Background Papers
SECRET

DECLASSIFY ON: OADR

oar-rrNET

Robert M. Kimmitt
Executive Secretary Dol
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March 12, 1984

SECRET/NODIS/EYES ONLY

MEMORANDUM
TO: The ﬁational Security Council
FROM: Allen Wwallis, Chairman.§0£
International Energy Security Group (IESG)
SUBJECT: Energy Emergency Preparedness ~- International

Energy Policy Issues Requiring Decision

the Persian Gulf. Several issues for decision are set forth in
this memorandunm:; others, dealing with the macroeconomic impact
of an interruption, will be presented Separately. The DOE-
chaired Energy Response Group will submit to the Cabinet a
Separate set of options dealing with domestic aspects of
Preparing for an emergency.

NSDD-87 establishes that Us policy in a disruption is to
rely on the market, supplemented by withdrawal from the
Strategic Petroleum Reserve (SPD). The Us is committed in case
of an énergy emergency to consulting with its allies both
bilaterally and in the International Energy Agency (IEA)* and
to fulfilling its Obligations under the International Energy
Plan (IEP).

of the Western European countries except France and Finland, as
well as Canada, US, Japan, Australia and New Zealand). Collec-
tively the members account for about 70% of free world consump-
tion. It was founded after the 1973 oil disruption, and the

supplies to an individual member or to the IEA as a whole drop

by 7% or more. Under the plan if triggered, each member
country has agreed to limit its imports of oi}. The US is

SECRET/NODIS
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Because of the threat of
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major price and economic impacts

we believe the NSC should address the international aspects of

the policies set forth in NSDD-87.

Descriptions of the options

and the considerations involved are set forth in papers on each

issue. This memorandum will

briefly describe the current

energy situation, the potential consequences of a disruption,

and the issues for decision.

A. The Current Energ& Situation

- The international oil market today remains soft.

Free

world crude production in 1984 will likely range between 43 and
46 million barrels per day, of which Persian Gulf supplies

would normally be about 30%;
transit the Strait of Hormuz.

NET
IMPORTS
as 3% of

Consumption

31-34%
65-68%
100%

us
OECD Europe
Japan

20-22% of free world supply will

IMPORTS STOCKS

Through (Million Barrels)
Strait of

Hormuz Commercial Strategic
2-4% 1055 387
18-22% 1000 145
68-693 339 79

- Japanese and European stocks are lower than ours measured
in days of imports, but comparable to ours if measured in days

of consumption. The figures

for commergial stocks are over-

stated since they include amounts required to operate the
refining and distribution system, and those amounts (40-60% of

commercial stocks) are not available for use.

rently surplus oil producing

There is cur-
capacity of some 9-12 million

barrels per day (MMBD) in the free world, 3 to 3.5 MMBD of it

located outside the Persian Gulf area.

Some 58% of the 7.7

MMBD currently exported through the Strait of Hormuz could be
replaced through full utilization of existing alternative

facilities.

B. Potential for Disruption

- The conflict between Iran and Iraq presents the

possibility of interruptions

in supply. An escalation of the

conflict could result in attacks on the major Iranian export

terminal, Kharg Island.

Iraqi success in preventing Iranian

oil exports could lead to Iranian retaliation against other
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Gulf exporters or international shipping, and as a last resort,
to attempts to close the Strait of Hormuz. An effort to close
the Strait is unlikely, and the US has pledged to keep it

open. More likely (though not yet probable) are attacks
against other facilities or international shipping. The US, in
cooperation with other Western countries, would assist Gulf
countries in protecting their facilities and international
shipping, if requested. There is a risk of terrorism, subver-
sion, sabotage or other attacks against oil facilities in the
Gulf, which, if successful, could disrupt supply.

C. Economic Effects of Disruption

- Two previous oil disruptions (1973-74 and 1978-79),
during periods when the US had price and allocation controls,
led to sharp price increases and contributed to inflation and
recession. ’

In 1973, loss of 6% of world supply quadrupled oil prices (from
$2.86/bbl to $10.84/bbl); inflation then rose from 6.4% to 10%,
and unemployment rose from 3.4% to 8.5%. In 1978-79 the dis-
ruption caused by the Iranian revolution resulted in a loss of
1-2 MMBD, most of which was offset by other production. The
market reacted to concerns about future supply in a period of
expanding demand with low stocks, and spot prices increased
from $13.34/bbl to $38/bbl. The 1980-81 disruption of Iraqi
crude exports caused a small, temporary price increase. Spot
prices rose to $40/bbl and official prices from $32 to $34/bbl,
from which they have since retreated to $29/bbl.

-~ An interagency Data Base Group has modeled five
"scenario" disruptions that show that while the risk is low, a
major sustained disruption could cause prices to rise sharply
and result in substantial GNP losses. Even a smaller dis-
ruption could lead to sharp price increases because of market
perceptions about the severity, duration and likely conse-
quences. Government actions will influence these perceptions.
These projections are based on defined circumstances and
periods, and do not reflect the uncertainty likely in a
disruption.

SECRET/NODIS
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Net Disruption Duration gzﬁg:ge ggS:Ng

Case ___(MMBD) (Months) 0il/bbl Price Points
1 4 0 6 30-40 0.0-0.8
2 3 6 35-75 0.6-2.5
3 3 12 35-75 0.8-2.9
4 5 6 50-95 1.3-3.2
5 8 6 70-125 2.3--4.1

if foreign stocks also are used, prices would be held in the
range of $30-40/bb]. In larger disruptions, similar beneficjal
Price effects would be expected if stocks were released.

D. 1Issues for Decision

- Two sets of issues are within the framework of our
bresent policy: whether and to what extent we should consuilt
With our allijes and others before a crisis, and what actions
should we take during the first weeks of a crisis? Because any
Pre-crisis consultations turn on our policy for dealing with a
crisis, we discuss first the options for a crisis. of course,
actions under our international eénergy policy will affect our
diplomatic/military and domestic eénergy policy, and vice versa.

l. During a Crisis

SECRET/NODIS
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= should the Us Support coordinated international
action to influence the spot market? (TAB D)

The IEP can be triggered only if one or More members suffer
a loss of at .least 7% in supply. 1In less severe ("subtrigger")
disruptions, the US has agreed to consult with its IEA allies
to determine what, if any, responses are needed. 1In the early
stages of a crisis, the extent of a disruption is likely to be
unclear. Even in a subtrigger disruption, the issues of gtock
draw and spot market actions will be raised, ang Some countries

may raise the trigger. The IESG has not agreed Oon subtrigger

consult and cooperate with our IEA allies. Triggering the IEP
System would interfere with market functioning, but some

countries might press it, either for their perceived advantage
Or as leverage to obtain other actions. Drawing stocks would

from a supply disruption, and to fend off Pressures toward
market interference. Actions to influence the Spot market are
less clear, with Some arguing the US"intent woulgd be only to
provide information, ang others arguing such actions are
contrary to our market orienteg policy.

= IEP Trigger - (TAB B)

The IESG generally agrees that activation of the IEA
sharing System should be avoided, especially early in
a disruption. Under the Agreement, however, if the
Executive Secretariat of the IEA makes a finding
triggering the System, it would be difficult for us to
block under the voting system. At the same time, most
IESG members believe that activation could be delayed
if the Us offered such alternatives as stock draws and

SECRET/NODIS
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~ Stock Use - (TAB C)

about unilatera] Stock draw then would become very
intense. In light of this concern, the IESG agreeq
that us pPolicy shoulq Support coordinateq inter-
national stoeck draws ear] in a disruption. Any
coordinated stock draw must take account of the

circumstances should the IEP be triggereq and the

philosophy. Some belijeve that the apparent effect of
jawboning is relateg to the levels of available stocks

activity, Others Strongly believe that the option to
approach COmpanies about Particular Purchases shoulgd
be Yetained, ang that such efforts by other Countrijes
is one means to eénsure that the Europeans and

SECRET/NOD1s

D M



| e RN, ARG

Declassified in Part - Sanitized Copy Approved for Release 2012/01/13 : CIA-RDP86M00886R000300140012-4

SECRET/NODIS

-7~

2. Pre-Crisis Actions

a. Consultations with Allies on Policy ~- (TAB E)

Once decisions on our policy toward triggering the IEA
system, drawing on stocks and attempts to influence
the spot market have been reached it may be useful to
consult. other countries bilaterally and in the IEA to
describe our policy and preparedness. Although this
issue was not discussed in depth in the IESG, most
agencies agree on the advisability of advance con-
sultation on crisis management. The Department of
State would undertake those consultations working with
appropriate agencies, unless a decision is made to the
contrary.

b. Urging Stock Build - (TAB F)

Beyond the issue of actions to take during a supply
disruption, analysis indicates that stock draws are
the simplest mechanism for reducing price impacts of a
disruption. In light of concern that other countries
are not sharing the burden of preparing to meet dis-
ruptions, we considered urging other countries to
build their stocks. The US has raised this issue
repeatedly in the IEA. The IESG believes that further
efforts would be appropriate. Unless a decisicn is
made to the contrary, the US delegation will raijse
this issue during IEA meetings and bilaterally and
develop a strategy for further pursuit of the issue,
including the possibility of redefining stocks to take
into account the problem of operating inventory.

3. Information Papers (Tabs & - J)

SECRET/NODIS
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Table of Contents

Tab

Information: The IEA allocation system A

Issue: U.S. policy relative to triggering the B
IEA- sharing system

Issue: Consultations/coordination with our IEA C
allies on stock drawdown issues

Issue: Activities with our IEA allies vis-a-vis D
the spot market

Issue: Desirability of consultation in advance E
with allies on triggering the IEA system
and/or other IEA activities

Issue: Initiatives to promote higher stock levels F
in IEA countries

Issue: Bilateral diplomatic approaches to producers G
to increase o0il production in a crisis

Information: Pre-crisis contacts to deter escalation H
of the Iran-Iraq war

Issue: Desirability of contacts with GCC and OPEC I
to minimize a supply disruption

Information: Intelligence capabilities J
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THE YEA ALLOCATION SYSTEM (INFORMATION)

1. Trigger Mechanism

The emergency oil sharing mechanism of the IEA was
designed to assure an equitable sharing of the burden of any
serious o0il supply interruption among its member countries.
Activation of the system is premised on close coordination
and the development of a consensus that use of the system is
truly necessary. Voting procedures are provided in the
event of disagreement, although it is unlikely that those
would be used. The IEA o0il sharing system can be activated
under two types of circumstances: the general trigger would
be pulled in the event of an IEA wide loss of oil; the
selective trigger for a serious loss to any one country.

-- General Trigger: The general trigger would acti-
vate the sharing system whenever IEA countries as a whole
have sustained or "can reasonably be expected to sustain" a
reduction in oil supplies of at least seven percent of the
average daily rate of IEA base period final consumption of
pe.troleum. (The base period is the preceding 4 quarters
for which IEA statistics have been calculated.)

-- Selective Trigger: The system can be activated if
any individual IEA member sustained or could reasonably be
expected to sustain a shortfall of at least seven percent
over base period final consumption.

While any IEA member can set in motion the process of
making the determination that a trigger situation has
occurred, it. is expected that the 'IEA Secretariat would
issue a recommendation in the first instance.

-- Voting Arrangements for activation/blocking
triggers: When the Secretariat has made a finding that a
trigger situation has occurred, it reports to the "Manage-
ment Committee™ which is composed of all IEA members. The
Management Committee reports to the Governing Board within
48 hours. The Governing Board has a further 48 hours to
meet and review the Management Committee's work. The
Secretariat finding that a trigger situation has occurred
will in itself cause activation of the system unless the
Governing Board by a special majority decides not to acti-
vate the system. ’

Such a decision by the Governing Board to block activa-
tion would be difficult to reach. A "special majority" is
needed to block a Secretariat finding. This would mean that
15 of the twenty countries voting (Norway as a non-participant

Declassified in Part - Sanitized Copy Approved for Release 2012/01/13 : CIA-RDP86M00886R000300140012-4
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in the IEA plan does not vote) would have to oppose activation
and 60% of the combined voting weights would have to be

cast in opposition. To satisfy the latter condition, the

U.S. would need to be joined for example by Japan, Germany,
the UK and Canada in opposition. As can be seen, activation
of the system was designed to be virtually automatic after a
positive Secretariat finding that the shortfall conditions

had been met. '

Any member state can request a finding that a trigger
situation has occurred. However, in the absence of a
positive Secretariat finding, the voting system is skewed to
make activation very difficult.

2. Calculation for Allocation:

After the IEA trigger has been pulled, IEA members are
committed to consuming a percentage less than their normal
consumption minus their obligation (if any) to drawdown
strategic reserves. In any emergency in which oil supplies
to the IEA are cut by seven percent, reduction in demand by
each member should be seven percent. In an emergency in
which supplies are cut by 12 percent or more, members are
obligated to reduce consumption by 10%.

The method of computation of the actual quantities is given
below.

The right of an IEA member to o0il supplies pursuant to
the Agreement (called the "supply right") is calculated as a.
percentage of Base Period Final Consumption (BPFC) less the
Emergency Reserve Drawdown Obligation (ERDO). The BPFC is
an IEA calculated figure for the four quarters preceding
the last full quarter. (The provision allows the statisticians
time to compile data.) Once the IEA trigger is pulled the
same BPFC data are used for all calculations. The BPFC is
not updated during a disruption. The ERDO is an IEA member's
percentage of total IEA emergency reserve commitments
multiplied by the amount by which total IEA supplies are
less than the amount IEA members would be permitted to
consume after a straight demand restraint calculation. (If
IEA consumption were 100 units before a 7% disruption, then
they would be 93 units after the demand restraint calculation
but if IEA supplies available actually totalled less than
93, the IEA secretariat would apportion an emergency reserve
drawdown obligation or an ERDO.)

In sum, the system is designed to apportion the shortfalls
of a disruption in a fashion proportionate to size, consumption
and. imports of oil. The formula in a less severe interruption
is weighted more heavily towards consumption; in a more
severe disruption the weight on imports increases. (The
shortfall is not "equally"” apportioned as some might assume.)
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Li11S Appendix discusses the Emergency Sharing Systen of the
International Energy Agency's (IEa) Internationaj Energy Pproc
(IEP). The first Section addresses the Potential of triggeri
IEP sharing under each of the Ssupply disruption cases previouy
Specified. ' The Second section assesses the SUpPpPly posture of
United States ang Oother IEA nations under IEp sharing. There
are assumed to be ng policy interventions (such as spgr drawdo
Oor abnormal Stock movements in any case.

Trigger Calculations

Activation of IEP sharing €ncompasses a review of both
quantitative (e.g., loss of Projected supplies) ang qualitatiy
factors (e.qg., weather, declining demand) . This discussion
addresses only the technical trigger calculation that compares
disrupted supplies with the levels of oi1 consumption
experienced during a Previous 12 month Period (called the base
period). 1IEP sharing woulg not, in fact, be activated until ¢
Secretariat makes g finding that the group or an individual 1g
member sustains or is reasonably expected to sustain a reducti,

consumption. The finding is then reviewed by the Governing
Board of the IEA. The Governing Board could vote by "special
majority"” to override; or, if the Secretariat declined to make
the trigger finding, the Governing Board could activate IEP
sharing by a weighted "majority" vote. The "general trigger” ¢
the IEP could be pulled if remaining supply levels for the IEA
as a whole fall Séven percent or more below the consumption
levels experienced during the base Period due to an 0il supply
disruption. However, the "selective trigger" of the IEP could
be pulled if any one or more members'’ Ssupplies are reduced by

In disruption Cases 1, 2, angd 3; the net loss of free world oil
supplies is assumed to range from ¢ to 3 million barrels per day

‘Several IEA nations that import Significant amounts of the
disrupted oil could invoke the "selective trigger."” Based upon
OECD trade data for the first three gquarters of 1983, Persian
Gulf import dependencies suggest the following candidate
countries: Australia, Belgium, Japan, west Germany, Greece,
Italy, the Netherlands, Portugal, Spain, and Turkev. The
disruptions of 3 MMBD or less are not of sufficient magnitude to
cause the "general trigger" to be Pulled because they amount to
less than 7 percent of total rEa base periog final consumption
(BPFC).

The oil supply loss in the 2nd quarter of 1984 resulting frem a
Case ¢ disruption would pProbably be of sufficient magnitude to
pull the "general trigger" of the IEP. The net loss of 5 MMap

of available world ©il supplies js estimated to result in supply
losses in IEA member nations of about 0.2 MMBD ip eXcess of the
required 7 percent of their BPFC. Hence, the "general trigger"
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could be pulled. Eowever, this is a borderline calculation and
slight changes in the data could result in the trigger not being
pulled. The United States' supply right under IEP sharing would
be about 14.3 MMBD. This level of supply would be 1.7 MMBD less
than the pre-disruption available supplies in the U.Ss.

The net loss of 8.0 MMBD of available world oil supplies assumed
in a Case 5 disruption would result in supply losses in IEA
member nations of about 0.6 MMBD in excess of 12 percent of
their BPFC. Hence, the "general trigger" could be pulled at the
12 percent level, which requires a 10 percent level of demand
restraint. The United States' supply right under IEP sharing
would be about 13.5 MMBD, which would be 2.4 MMBD less than
pre-disruption available supplies.

It should be noted that these trigger calculations were made
based upon the best available historical data and upon the Energy
Information Administration's quarterly oil forecast that appears
in the February 1983 Short-Term Energy Outlook. Although there
is no doubt that the 12 percent trigger threshold is reached in a
Case 5 disruption, the pulling of the trigger in a Case 4
disruption is quite borderline. Because the IZA would make the
trigger calculation on the basis of their own data and forecasts,
it is impossible to predict whether or not they would reach the 7
percent trigger threshold in the Case 4 disruption.

Supply Postura of IEA Nations Under Emercency Sharing
/

Tables 17 and 18 present estimates of allccation rights and
obligations for IEA nations under disruption Cases 4 and 5. It
is assumed that the "general trigger"” of the IEP has been
pulled. By definition, a nation incurs an allocation right if
its available supplies (the sum of indigenous production and net
imports) are less than the supply tight determined under the IEP
sharing formula. Conversely, an allocation obligation will be
incurred if available supplies are greater than the calculated
supply right.

Table 17 presents allocation right/allocaticn obligation
estimates assuming that no reallocation of available world oil
supplies has taken place due to market forces. In-ather words,
"the only imports that a nation loses are thcse imports from
disrupted sources. These results could only occur if world oil
prices failed to rise and reduce demand during a disrupticen.
Rights and cbligations are derived by comparing these disrupted
levels of imports with the import ceilings implied by the IEP
supply right calculations. Under this "no reallocation”
assumption, the United States would incur an allocation
obligation of approximately 1.5 MMBD in a Case 4 disruption and
2.1 MMBD in Case 5.

Table 18 presents allocation right/allocaticn obligation
estimates assuming that market forces have Zully reallocated
supplies; that is, sufficient time has elapsed such that world
oil prices have increased and available oil supplies have been
reallocated to reflect those market forces. Rights and

Declassified in Part - Sanitized Copy Approved for Release 2012/01/13 : CIA-RDP86M0O0886R000300140012-4
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T based on a market solution to estimates of imports based cn the
IEP sharing formula. The estimates indicate that the United

States would incur an allocation right of approximately 0.1 MM3D

r in disruption Case 4 and 0.4 MMBD in Case 5 once the market had

fully reallocated supplies.

It is perceived that the allocation right/allocation obligation
estimates presented on Tables 17 and 18 represent a2 range of
extremes. Triggering of IEP sharing would probably dampen
market pressures due to non-price demand restraint measures that
would be adopted by other IEA countries. Thus disruption
impacts presented in Section III would likely be lessened by
triggering of the IEP. Table 17 represents a situation that
would be very unlikely except in the very earliest stages of a
disruption, before market prices rise and supplies are rerouted
from their original destinations. As market forces bring about
a reallocation of shipments, the situation would gradually
evolve toward the eguilibrium depicted in Table 18.

Iv-3 CERow G4
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CONFIDPENTIAL

ISSUE

How should the U.S. approach triggering the IEA sharing
System in the event of severe interruption?

Current Poligz

The U.s. policy emphasizesg Primary reliance on the domestic
and internationel marketplace both before and, to the extent
Possible, during an energy emergency. It seeks to improve the
functioning ©of the marketplace before an eémergency so that it

will operate with maximunm efflclency once an emergency occurs.
(NSDD-87, P.1l.) The Primary mechanism to Protect against the

disagreement, although it jg unlikely that those would pe
used. The IEA oil sharing System can be activated under two
types of circumstances:
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-~ Selective Trigger: The System can be activated if anp
individual IEA member sustained or could reasonably be expected
to sustain a shortfall of a least seven percent over base
period final consumption.

l. Selective Trigger Situation

triggering of the system. 1In this light, alternative supply
arrangements or cargo diversions by the U.S. alone or by the
IEA as a whole could be considered. Because Price is a
critical issue for the smaller IEA countries in particular, and
because a disproportionate supply shortfall can persist only if
the country is failing to pay world market prices, the first

attempts however, are likely to be met by requests for
international financial assistance.

base facilities and for their strategic importance in NATO.
Portugal, Turkey, Greece and perhaps Spain fall into this
category. If it is U.S. policy to assist these countries in
obtaining oil supplies in the event of a serious disruption, we
will need to decide whether to do so through the IEA allocation
(i.e. use the selective trigger device) or to do so outside the
IEA through bilateral or multilateral efforts directly with
international oil companies. Concerted international effort to
assist those countries most heavily affected by a smaller scale
crisis could avert the need to activate the selective trigger

mechanism.

== Seek to postpone activation of trigger and encourage
affected countries to work with not against market forces.
This option, if it succeeds, permits delay in Creating the
economic dislocations inherent in the allocation system and
Provides maximum flexibility for the market to work. However,
it may alienate key allies, especially those where U.S. bases
are located.

: 0012-4
Declassified in Part - Sanitized Copy Approved for Release 2012/01/13 : CIA-RDP86M00886R00030014



e ) iti Release 2012/01/13 : CIA-RDP86M0O0886R000300140012-4
Declassified in Part - Sanitized Copy Approved for CONE fDENT IAL

-3
-— Seek to postpone activation of the trigger by

attempting to arrange for alternative supplies at market
prices. (Such activity might follow the lines of the effort
undertaken in response to a request from Turkey during the 1980
disruption. U.S. companies were contacted by DOE and State
officials and asked to assist Turkey in locating oil supplies.
DOD's Defense Fuel Supply Center also made an offer of oil
products to Turkey.)

This option shows some U.S. willingness to cooperate with
affected countries, but avoids any direct expenditure of U.S.
funds. The prospects for success of such an option may
be limited, however, leading to requests for financial
assistance (following option).

~- Seek to postpone activation by mobilizing alternative
assistance both in terms of locating supplies and providing
credit and/or financial assistance. This option also provides
great flexibility and permits a more complete assessment of the
real nature of the problem faced by the affected country or
countries. Some USG loans or financial assistance would be
required. Amounts could be substantial. For example,
financing a 10 percent loss in Turkish consumption could
require financial assistance up to $125 million per quarter at
$40 per barrel.

-- Support selective trigger activation in the event of a
reguest. This option demonstrates to our allies U.S. faith in
the IEP system, and as an announced policy would contribute to
U.S. interests in the early phases of another selective embargo
against the U.S. As a realistic option in the event of a
serious crisis, however, it may not provide sufficient time for
analysis of the parameters of the crisis if those requesting
the trigger activation press their case during the initial
stages of the disruption.

2. General Trigger Situation

Analysis - Some countries will seek to trigger the IEA
Emergency Sharing System as early as possible in a serious
disruption. The U.K. has already informed us that it prefers
early activation in order.to dampen upward price pressure and
discourage speculative buying. Japan may also press for early
activation. The IEA consultations prior to activation will
provide an opportunity for the U.S. to put forward its own
analysis of the severity of the crisis and the likely utility
of activating the general trigger. If an attempt is made to
pull the trigger quickly, however, the consultations coculd be
extremely brief. Moreover, in the face of substantial pressure
from a number of IEA members, the U.S. may not be able to
prevent activation unless specific alternatives meeting the
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"y, .
countries’' needs are presented.

We will want to give careful consideration to the use of
stocks as an alternative to early trigger action. At the onset
of a serious crisis, we are likely to be faced with incomplete

duration. Early coordinated use of stocks could calm markets
and add to supplies, allowing a clearer judgement to-:be made
somewhat later on the need to activate the sharing mechanism.

I
Options j

-= Seek to delay activation to the greatest extent
possible. This option will Provide maximum flexibililty to the
U.S., permit markets to clear, permit the gathering ‘of more
complete information as to the extent of the crisis before
engaging the complicated IEP system, and enable the IEA
pPartners to consult on appropriate measures short of full
activation. This option could prove very divisive in terms of
a unified IEA approach to the crisis in that it is likely to be
unacceptable to IEA members suffering particularly acute supply
problems. Given the nature of our IEP commitment, therefore,
this option could Probably not be exercised in the most severe
crises (i.e. case 5).

-—- Act with reserve in triggering the system, and urge
coordinated stock drawdowns in place of early trigger. This

also may permit a greater exchange of *information andl views on

the crisis than if the U.S. were perceived as holding back from
Cooperative measures. This option assumes U.S. willingness to

discuss and agree on an early coordinated release of stocks.

would help calm the oil market during what is potentially the
most volatile period of a severe crisis. But information about
the nature, depth and extent to the crisis will also be least
available during the same period of time. This option is
inconsistent with the policy of maximum reliance on markets.

1
\

3. Less than Severe (Subtrigger) Cisruption

Our analysis indicates that the IEA emergency oil sharing
System would not be activated in smaller scale interruptions.
Disruptions of 3MMBD or less would not be of sufficient
magnitude to cause the "general trigger" to be pulled because
they amount to less than 7% of the IEA base period final \
consumption. ‘

- -4
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CF INTERNATIONAL ENFRGY

4

Wkl SV L LAYD

AGENCY NATICNS

PRIOR TO ANY MARKET ALLOCATIONS

(2nd CUARTER 1984, MID-ESTTMATE ASSL”.P'I'ICN_SL

CASE 4

———

(NET SHORTAGE = 5.0 MMBD, WORLD OIL PRICE = $29)

NET NET ALIOCATION:
DISRUPTED Irp RIGET (+) /
IMPORTS IMDORTS OBLIGATTON (=)
United States 5.5 4.0 -1.5
Canada - 0.0 -0.3 -0.3
Japan ' 2.9 3.4 0.5
Australia/New Zealand 0.0 0.1 0.1
Norway/Sweden -0.1 -0.1 0.0
United Ringdam/Ireland -1.2 -1.1 0.1
Benelux * 1.0 1.1 0.1
West Ge 2.0 1.8 ~-0.2
Austria/Switzerland 0.4 0.3 0.0
- Spain/Portugal 0.8 0.9 0.1
Italy 1.1 1.3 0.2
Greece/Turkey 0.2 0.4 0.2
CASE 5

(NET SHEORTAGE = 8.0 MMBD, WORLD OIL PRICE = $29)

NET NET ALIOCATION:

DISPUPTED IEP RIGHT (+) /

IMPORTS - IMPORTS CBLIGATICON (=)

United States 5.3 3.2 =2.1
Canada 0.0 -0.3 -0.3
Japan 1.9 2.9 1.0
Australia/New Zealand 0.1 0.0 0.1
Norway/Sweden -0.1 -0.1 0.0
United Kincdam/Ireland -1.2 -1.1 0.1
Benelux/Denmark* 0.9 1.0 0.1
West Germany 2.0 1.5 -0.4
Austria/Switzerland 0.4 0.3 -0.1
Spain/Portugal 0.6 0.8 0.2
Italy - 0.9 1.1 0.2
Greece/Turkey 0.1 0.3 0.2

*Benelux = Belgium,

Note:

COEENTIAL

the Netherlands, and Luxembourg.
Nurbers may not be Precise due to incdependent reunding,
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eelass! p iHE ALLCCATICON RIGHTS / ORLIGATICNS

OF INTERNATIONAL ENERGY AGENCY NATICNS
AFTER A FULL FREZ MARKET ALLOCATION

(2néd CUARIZR 1984, MID-ESTIMATE ASSUMPTICNS)

CASE 4

~ (NET SHORTAGE = 5.0 MMBED, WORLD OIL PRICE = $57)

NET NET ALIOCATION:

MARKET IEP RIGHT (+) /

IMPORTS IMPORTS  OBLIGATICN (=)
United States 3.9 4.0 0.1
Canada -0.2 -0.3 -0.1
Japan 3.5 3.4 -0.1
Australia/New Zealand 0.0 0.1 0.0
Norway/Sweden -0.2 0.1 0.1
United Kingdcm/Ireland -1.2 -1.1 0.2
Benelux/Dermark* 1.1 1.1 0.0
West Cemmany 1.9 1.8 -0.1
Austria/Switzerland 0.3 0.3 0.0
Spain/Portugal 0.9 0.5 0.0
Italy 1.3 1.3 0.0
Greece/Turkey 0.4 0.4 0.0

CASE 5

(NET SHORTAGE = 8.0 MM3D, WCRLD OIL PRICE = $79)

NET NET ALLOCATICN:

MARKET : IEP RIGHT (+) /

IMPORTS IMPORTS CBLIGATIN (=)
United States 2.9 3.2 0.4
Canada -0.3 -0.3 0.0
Japan 3.2 2.9 -0.3
Eustralia/New Zezland 0.0 0.0 0.0
Norway/Sweden -0.2 -0.1 0.1
Cnited Kincéam/Ireland -1.3 -1.1 0.2
Benelux/Dermark* 1.0 1.0 0.0
West Germmany 1.8 1.5 -0.3
Austria/Switzerland 0.3 0.3 0.0
Scain/Portucal 0.8 0.8 -0.1
Italy 1.2 1.1 -0.1
Gresce/Turkey 0.3 0.3 0.0

*Szrnelux = Szlcium, the Netherlards, and Luxerbcurg.
Ncte: Nurbers may not be precise éue to indepencent rounding.
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and if they occur; however, the U.S. is prepared to consult
.with its IEA partners to exchange information on the national
use of stocks (NSDD-87).

Several factors are relevant in examining the issye
of the degree to which international stock draw coordination
should take Place. The first is the need to retain control
over the use of the SPR. We have invested as a nation over
$11 billion in building our spr, Obviously, we do not want
to cede control to other nations over this vital resource,.

On the other hand, the u.s. has substantially more
stocks than any other importlng nation, compared to itg
import levels. The control of the USG over the bulk of its
useable stocks is also more direct than that of other IEA
nations. Most other IEA nations hold lower proportions of

stocks are useable -- the rest are needed for minimum
Operating requirements. The leading IEA stock holding
nations holg stocks as follows below:

STOCKS ON LAND (January 1, 1984)

DAYS DAYS

STOCK FORWARD 1983 NET
COUNTRY LEVEL*  coNSuUMPTTON IMPORTS
United States 1,418,25 96 311
Japan 454 .5 94 105
FRG 278.25 118 130
Italy 211.5 75 93

*Million barrels (complete table attached)
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The above figures can be misleading if the minimum operating
requirement is not kept in mind.

It is important to understand that a unilateral release
of strategic o0il stocks by the U.S. will place an inordinate
burden on us and will dilute the effects of the SPR,

Because of the integrated nature of the world oil market, a
release of stocks from the U.S. SPR will benefit consumers

of o0il worldwide by providing extra supplies. Administration
policy has in fact ‘moved toward early release of the SPR.

In his testimony February 21, Secretary Hodel said that "in

a major disruption, the early sale of SPR o0il in large
volumes is ordinarily the best policy for SPR use...The
market place needs to know in advance that this is our
general policy so that unnecessary panic behavior can be
avoided." If the U.S. pursues such a policy of early
release, however, other IEA nations may decide to retain
their smaller oil stocks against the possibility of a
worsening of the disruption. The FRG's policy, for example,
is to use its stocks as a last resort measure. Consultations
with Europe and Japan may be needed to assure that this does
not happen.

Our analysis indicates that rapid use of the SPR in
Case II disruption (3 MMBD net disruption lasting six months)
would reduce o0il prices by $5 to $30 per barrel below what
prices would have been had the SPR not been used. Instead
of rising to $35 to $75 per barrel, prices are projected to
be held to a range of $30 to $45 per barrel. 1In the event
that foreign government controlled stocks were also utilized,
prices are projected to be held to a range of $30 to $40 if
a disruption took place in the second quarter of 1984. The
projected benefits of simultaneous drawdown of foreign govern-
ment stocks become larger as the disruption size increases.
An additional price reduction of $5-15 would take place in
Case IV (5 MMBD net disruption) and Case V (8 MMBD) net dis-
ruption wnere foreign controlled stocks are drawn tocether
with the SPR vs. the case where the SPR alone is drawn.

There have been no consultations with our IEA partners
on plans for coordination of stock drawdowns to date.

Most European IEA members (but notably excluding FRG)
have long argued that some release of government controlled
stocks at an early stage of even a small scale disruption
could have a beneficial effect in avoiding price run-ups.
In the past, U.S. attempts to press for higher stock levels
have been met with Euronean demands for use of these stocks
in a so~called "sub-trigger" situation, i.e., one in which
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the sharing system is not activated. Present u.s. policy
continues to be that the market should be allowed to function
unimpeded in the event of 3 small scale disruption.

In a large-scale disruption, coordinated release of
government stocks could be considered ejther before or after
activaton of the IEA sharing System. If, for example,
conflict in the Persian Gulf disrupted Supplies on a major
scale, but for an unknown duration, early Coordinated

country is permitted to yse @ range of methods to limit im-
ports e.g., fuel switching, stock drawdaown, demand reductions
through price Or government regulation, any attempt to coordi-
dinate stock drawdown wil] be difficult if not impossible if

effects of their drawdown would be of marginal utility,
Horeover, USG guidance to U.s. Companies on when to draw
Stocks would be inconsistent with a market reliance policy.

limit u.s, flexibility in SPR pPolicy. Because the U.S. has
the highest stock levels, it would face demands by other
countries to draw the earliest and at the highest rates. On
the other hand, if the U.S. pursues 3 Policy of earlv
@rawvdown of the SPR, it will be much to our advantage to
have other IEA nations drawing theijr Stocks as well, g
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——= Do not pursue advance agreements, but make decisions

occurs. This option most closely follows current Administra-
tion policy of maintaining maximum flexibility with respect
to the use of stocks. 1In a disruption the size of case 4,
and especially case 5, however, it may not permit adequate
time to eéngage in necessary consultations with our allies
should we desire to pursue coordination. It may, therefore,
result in IEA member government-controlled stocks not being
drawn down in the earliest stages of the disruption, thus
reducing the ultimate benefits of the drawdown.

~= Assure IEA members that the U.S. favors mutually
supportive stock draws, but refuse to establish specific

conditions in advance for their release. Instead, we would
rely upon consultations to frame the appropriate timing and

level of stock draw for a given disruption.

CONFIDENTIAL
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STOCKS ON LAND IN IEA COUNTRIES*

January 1, 1984

Days Days
Days 1983 1981/83
Stock Level Forw. Net Av. Net
MMT Mbbl Cons Imps. Imports
Canada 15.6 117.00 73 - 7,527
United States 189.1 1,418.25 96 311 300
North America 204.7 1,535.25 93 3N 324
Australia . 4.7 35.25 71 299 222
Japan 60.6 454.50 94 105 184
New Zealand- .7 5.25 63 87 81
Pacific 66.0 495,00 92 110 108
Austria 3.3 24,75 120 140 131
Belgium 5.1 38.25 86 104 97
Denmark 5.0 37.50 147 223 195
Germany 37.1 278,25 118 130 126
Greece 3.7 27.75 119 118 116
Ireland .9 6.75 68 80 70
Italy 20.2 151.50 75 93 89
Luxembourg 2 1.50 70 82 80
Netherlands 12.0 90.00 159 283 256
Norway 2.2 16.50 93 - ¢ -
Portugal 2.4 18.00 89 70 72
Spain 10.1 75.75 71 78 73
Sweden 6.4 48.00 116 133 113
Switzerland 6.0 45.00 156 172 174
Turkey 2.0 15.00 44 43 46
United Kingdom 15.7 117.75 70 - -
IEA Europe 132.3 992.25 96 117 112
IEA 403.0 3,022,50 94 170 170

* A portion of these stocks represent minimum operating require-
ments for refineries, pipelines, etc. Between 40-60s of Privately
held stocks are probably unuseable in a crisis.

1. Stock levels adjusted per IEA definitions using crude or
equivalent,

[N}
.

Products adjusted bv 1,065,

3. IEA data is given in metric tons; conversion to Zarrels is
based on 7.5 barrels per ton.

4. Stocks include crude oil and products,
SOURCZ: 1IEA Data
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ISSUE:
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the market, i.e., to decrease demand Oor to increase Supply.
Increased production and stock drawdown both pProvide a
deterrence to Spot market panic. A Second approach is to

with efforts to gather ang disseminate reliable information
about market conditions to a broad audience. Others believe
that the reverse is true and that such government intervention

companies to avoid Spot market purchases wherever POssible.
This decision was implemented through close coordination
among governments. For example, u.s. officials notified the
Japanese Government on several occasions when there were
reports of Japanese companies making major Spot purchases.
We in turn contacted U.sS. companies to urge forbearance as
we became aware of reports of major U.s. activity on the

Spot market,

Proponents argue that Jawboning could limit "panic
bpurchases and thus "excessive" increases in the world oil
Price. They base their view on the fact that Prices in-
Creased at the beginning of the Iranian revolution when there
was no jawboning, but did not increase at the outbreak of the
Iran/Iraq war, when there was Jawboning. Critics of jawboning,
however, attribute thig difference in Price behavior to basic

differences in the supply ang demand situation.

the oil companies. The oi] companies mav view our attemnpt at
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as much oil as Possible before the governrment imposes lnventory
controls. 1In addition, any executive that follows our advice

OPTIONS
AT ]

Allov the marie< o POL5 unencumpered as s n&s sinz:
1829, ana make no &otemns o influence fra behavior --
rarzet Darticivants. Tn1s ootion is consisctent iz AQmin-
istration policy of marie- reliance. It Wmay pe, novaver,

: - 0886R000300140012-4
lassified in Part - Sanitized Copy Approved for Release 2012/01/13 : CIA-RDP86MO
Declassifie -



Declassified in Part - Sanitized Copy Approved for Release 2012/01/13 : CIA-RDP86M00886R000300140012-4

CONFIDENTIAL
=3~

especially in g gya.. ...
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ISSUE:

Once we have completed a review of our own emergency
planning, should we engage in advance bilateral consultations
with our allies on triggering the IEA system and other aspects
of emergéncy preparedness?

CURRENT POLICY:

Maintain strong and continued cooperation with other major
eénergy consuming countries to reduce pPanic, minimize economic
dislocations and assure that individual countries do not suffer
unacceptable harm as a result of a shortfall in oil supplies
To these ends, the U.S. seeks to foster market pPricing of
energy supplies, to increase stock levels, and to exchange
information on national use of stocks. (NSDD-87, p. 9).

BACKGROUND:

The British have on several occasions told us they would
welcome consultations on the situation in the Persian Gulf and
our views on how to deal with the energy effects of a potential
conflict. The Japanese have been active in consulting with the
Europeans about IEA and emergency policy, and have also asked
for consultations with us. We have undertaken no systematic
consultations with other IEA members on energy emergency
pPreparedness issues in connection with the current Persian Gulf

situation. ) .

DISCUSSION:

As noted in previous papers, some discretion is provided in
the IEP with regard to triggering the IEA System, especially in
cases where the duration of an interruption is uncertain. Once

we may find it to our advantage to consult with key allies on
our rationale and seek their Support. This would have the
distinct advantage of minimizing disagreement at the onset of a
supply crisis.

Such consultations could also involve several other arezas
such as:

a) coordination of the tenor of public statements to
be made at the onset of a crisis.

CONFIDENTIAL
DECL :0ADR

Declassified in Part - Sanitized Copy Approved for Release 2012/01/13 : CIA-RDP86M00886R000300140012-4



; - 86R000300140012-4
Declassified in Part - Sanitized Copy Approved for Release 2012/01/13 : CIA-RDP86M008
eclassi -
CONFILENTIAL

c) Consultations ang exchange of information on stock
draw policies.

d) discussion of developments in the Middle East from
an energy perspective.

In addition, we may wish to consult the Canadians with
regard to increased eéxports of natural gas to the U.S. in the
event of an emergency. We estimate that Canada has 1.5 MMCF/D
of shut-in capacity, 2/3 of which is available to the u.s.
under present Canadian export authorizations, ang nore could be
made available in a crisis.

OPTIONS:

a) undertake no consultations in advance of a Crisis on the
Premise that our policies have been adequately explained to

our allies. This would breserve maximum U.S. flexibility
in dealing with any crisis. No detailed consultations have

b) undertake consultations in connection with other ‘
regularly planned IEA meetings. An upcoming meeting of the
IEA Governing Board at the end of March could be used to

Outline U.s. thinking on energy emergency pPlanning.

c) send two or three U.s. officials to Europe, Canada, and
Japan to ensure full allied coordination of Preparations to

deal with an energy supply interruEtion. This would alliow
for more detailed discussion with individual countries of

being done with our allies.
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ISSUE

To what extent are IEA country stocks adequate? To what
extent should efforts be made to increase stocks of IEA member
states?

CURRENT POLICY AND BACKGROUND

The International Energy Program (IEP) requires that IEA
members maintain an eémergency reserve equal to 90 days of net
©il imports. A table of current IEA member stock levels is
attached. While IEA members on the average hold land-based
stock equal to 170 days of net oil imports, the U.S. currently
has nearly 300 days of 1980-83 average net ojl imports in "land
based"” stocks. The 90-day requirement, is currently met by all
IEA members exXcept Spain, New Zealand, Turkey, Ireland,
Luxembourg, and Portugal. It should be noted that these
figures represent total oil stocks held in these countries. A
portion of these stocks represent minimum operating
requirements for refineries, pipelines etec. Between 40-60% of
privately held stocks are therefore probably unusable in a
crisis, although this percentage may vary according to price.

Ciscussion

We can pursue several approaches with other IEA nenders to
increase overall IEA stock levels. One possibility would be to
pPress countries with less than 90 days of stocks to comply with
the IEP. New Zealand, Ireland, and Luxembourg have 80 days of
stocks or more. Portugal, with stocks of 72 days anéd a weak
economy, would have greater difficulty than these countries in
neeting the IEP requirement. Stock builds by these countries
would not, however, materially affect total IEA stocks in any
cvent. They might, however, reduce Pressures in an emergency

=78 tricosr ectivation or for financiz zssiszstance.

Stock builds by Spain and Turkey sculd pe somevhat -ore
meaningful. Spain, with consumption of about one million
barrels per day, now has 73 days of stocks. Turkey, which
consunes about 300,000 b/d, would need substantial investments
to double its current stock level from 43 days to the 99 day
reqguirement. Both countries have special military
significance, but neither is likely to build stocks without
outside pressure. Even with large stock builds by thes=
countries, overall IEA stock levels woulé not significantlv

S i oshad i : T.owoul”
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Another possibility involving bilateral efforts would be to
ask IEA members that already meet the IEP stock requirement to
build their stocks further over the next two years. Further
builds by Japan and the FRG, which have the largest IEA
stockpiles after the United States and both of which exceed the
IEP stock requirement, would be especially helpful. Overall
Japanese stock levels exceed the 90 day requirement by 15 days
(the minimum operating level requirement, of course, means this
figure overstates stocks available in a crisis), but the
Japanese have been reluctant for financial reasons to emphasize
government stocks. In this regard, Japanese government-owned
and controlled stocks are at only 23 days.

We have strongly encouraged the Japanese to increase both
overall and government stock levels on many occasions over the
last several years, including specific appeals to Japan in the
IEA Governing Board. They have responded by resuming the
filling of government-owned stockpiles. Despite this movement,
Japan remains especially vulnerable to a disruption because of
its heavy dependence on imports and on the Gulf as a supplier.

The Germans, with 130 days of stocks, also exceed their IEP
obligation. The German equivalent of the SPR contains about 55
nmillion barrels of crude o0il, and the FRG also has stocks of
retroleum products held by a serni-private company amounting to
approximately 100-115 million barrels. These two stocks
together equal 90-100 days of German consumption additional to
normal commercial inventories. .

Aftar the U.S., Japan, and the FRG, Italy holds the largest
stocks among IEA members. The Italians are currently at the
IEA requirement level but could also be encouraged to build
their stocks more rapidly. Taken together, stock builds over

cvrrzant levels v Japzn. the FRCG, and Italv, could have =
TcootTlZant 1ottt cn oernhancing Vesterr esarc2ncy brerarastEes
cezrzrzlly znd in increasinc IEA stock level sosecificall: .

Ve might also work within the IEA to raise the IEP
reguirement to nore than 90 days of stocks, perhaps to 100-110
cavs. In 1982 we supported an IEA Governing Board decision to
increase emergency stock levels. At its December 1982 neting
tnhe Governing Board reaffirmed a decision to require thzat
"member countries make efforts not to let stocks fall kelow" 20
éavs of net imports. The Governing Board also took a decision

t~ racuire the calculaticn te be hased o the higher of the
CEraOs et ILUMSSrUs D0On the rreviculs Ty D CERoaerstro el oo
Tro tveveacs nat imncrTes during the sinsl- rreovicur calerlz
vear  f.c.. Goring 1Sg-4, this woull re e lercer o2 1@:z0-107
LUeresc noo imnIres o LSC3 averagd:s ndt LIDoYLs Sletrotlo-
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Governing Boargd decision dig not completely satisfy us, we digd
nNot press the issye at that time since the European IEx members
linked it to consideration of a8 stock drawdown in a short
Supply situation not sufficient to activate the IEA sharing
system (the so-called "sub-trigger" situation).

II.

III.

Iv.

Seek an amendment to the IEP raising stock reguirementg
to 100-110 days. Such a change in the IEP woulz
require Concressional approval, opening the wvay for
ClzTangies ITnoressional Consideratic: o< Ehergenc-

Preovaredracse lssues.

Undertake all of the actions described above.

| - : - MO0886R000300140012-4
fied in Part - Sanitized Copy Approved for Release 2012/01/13 : CIA-RDP86
Declassified in -



Declassified in Part - Sanitized Copy Approved for Release 2012/01/13 : CIA-RDP86M00886R000300140012-4

Canada
United States

North America

Australia
Japan )
New Zealand

Pacific

Austria
Belgium
Denmark
Germany

Greece
Ireland
Italy
Luxembourg

Netherlands
Norway
Portugal
Spain

Sweden
Switzerland
Turkey

United Kingdom

IEA

STOCKS ON LAND IN IEA COUNTRIES*

January 1, 1984

Days Days

Days 1983 1981/83

Stock Level Forw. Net Av. Net

MMT Mbbl Cons Imps. Imports
15.6 117.00 73 - 7,527
189.1 1,418.25 96 311 300
204.7 1,535.25 93 311 324
4.7 35.25 71 299 222
60.6 454.50 94 105 184
7 5.25 63 87 81
66.0 495.00 92 110 108
3.3 24.75 120 140 131
5.1 38.25 86 104 97
5.0 37.50 147 223 195
37.1 278.25 118 130 126
3.7 27.75 119 118 116
.9 6.75 68 80 70
20.2 151.50 75 93 89
o2 1.50 70 82 80
12.0 90.00 159 283 256
2.2 16.50 93 - -
2.4 18.00 89 70 72
10.1 75.75 71 78 73
6.4 48.00 116 133 113
6.0 45.00 156 172 174
2.0 15.00 44 43 46
15.7 117.75 70 - -
i32.3 €S2.27 X3 0T 152
403.¢C 3,022.50 94 170 173

* A portion of these stocks represent minimum operating require-
ments for refineries, pipelines, etc. Between 40-60% of privately
held stocks are probably unuseable in a crisis.

1. Stock levels adjusted per IEA definitions using crude or

equivalent,

- rrefuces alsusoad o Gl

z I7~ data is civen in rm==vic tons: converzicn to carrels is
Zz2228 on 7.5 parrels ©ao- tor

2 Stocks include crude oil and nroducts.

[ B

IEA Dat:
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Increase itg strategic petroleum

adequately Prepared for

BACKGROUND/ANALYSIS

By far, the
relative to
Germany and
consumption
1s provided below:

©il import needs,
Japan.

largest government Stockpile,
is held by the U.S., followed by
of reference,
for each of these nationg for 1982

stocks in order to be

a severe interruption?

both in volume ang

the oil lmports,

Net 011 . Imports % 0il as §
Imports 0il of 01l Total Energy
(MB/D) Consumption Consumption Consumpt jon

Unitea States 4.1 15.3 27 43

West Germany 1.9 2.0 95 39

Japan 4.2 4.2 100 58

As indicated, Japan is by far one of the most highly dependent of

Plus private
behind the y.s,.
provided by its

Government—Owned
Strategic Stocks

As can bpe Seen, Japan lags
oil import Coverage

government Strategic stockpile.

Total Private and
Government Stocks

Days of Days
Millions 1982 Millions of 1932 Days of
of Net 0il of Net 1982 0i1
Barrels Imports Barrels Imports Consumption
United States 385 95 17440 355 95
Japan 79 19 418 100 100
West Germany&/ S5 28 289 149 145

Germany also

of the 13y MB are
financed,

net 1imports,

has about 132 MB
held by a special corporation,
"strategic stocks",
for a total of 145 MB or approximately 75

CONFIDENTIAL

(68 days of net 1982 imports)
We estimate that about Y0 MB

in part government

days of
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kiloliters (about g3 million barrels) by the eng of fiscal 1983,
Tnis represents a fill rate of only 50,000 b/d, in comfarison to
the current u.s. fj;) rate of 186.000 b/4 ip 1984 ang 145,000

in 1985, Listed below js the fij3 Schedule for the U.S. spr

to Par;iament includes funding to increase the government Bil
stockpile to about 32 Javs of pet 01l imporss Sy *arcy 1985

. Japan Uu.s. 1/
Date or Completiop (Storage Capacity) (0il Stored)
TR ==t Million Barrels ———==
Current Fil) . 80 (£i11) 327
FY 1385 448
" FY 1987 520
FY 19gg 557

At current Petroleum pricesg the capita} invested in government
Strategic stocks is $10.0 billion Dy the U.s., s$2.3 billion by
Japan, $l.¢ billion by West Germany, By 1985 the U.S. wil)] have

Ccompletion of Permanent Storage (i, <+ by Fy 1988), the implicit
£ill rate 1S only 50,000 barrels per day. 1In 1983 this low rate
Wa8s not achieved. 1984 £i13 Plans ca1j for an increase to 32 days
of net oi} imports at the current import rate,

At the sSame time, the U.S. is st
(186,000 barreils pPer day at Presen

?Pepdent on oil imports, Our main Concern jig that Japan jg not
ddecuatelyv buffereqd by its own Stocks in the event of 4

dlsruption. They May not pe able to meet its rpap obligations in a

LUNHIUEN] 14
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severe interruption and are likely to eiuter such a market
bidding up prices unnecessarily as was the case in 1979. This
would place the U.S. in a very awkward position of SPR
drawdowns that benefit Japan without a comparable response from
GOJ. The GOJ would benefit directly from any U.S. SPR drawdown
since additional supplies would lower prices and free up
alternate supplies for other importing countries. 1In effect,
the U.S. is providing petroleum supply interruption insurance
even though GOJ can afford its own insurance in the case of oil.

OPTIONS

1. Db nothing. .We have raised the issue of stock building
frequently with the Japanese already and they are making
some progress. Raising the issue again at this time risks
adding yet another area of contention to our relations with

the Japanese.

2. Mount a senior level effort (Secretary, Deputy Secretary)
to get GOJ to substantially increase strategic stocks in
the near-term if pil markets remain calm. A high-level
approach would underscore our great concern over the GOJ's
relatively relaxed attitude towards stocks and our belief
that adequate IEA stocks are essential to cope with any

serious oil supply disruption.

{0 [ ol Aan el A | ,‘L
CG: W — o i ‘;\
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Issue

SURGE PRODUCTION ~ Should the U.S. undertake bilateral
consultations specifically to seek increased production in
the event of a disruption

Current Policy

To develop and maintain positive political, economic and
security relations-with certain key producer countries to
demonstrate that their interests are not served by oil
supply disruption. (NSDD-87, p. 9).

1. Analzsis

There is presently some 10-12 million b/d surplus
capacity available to meet oil supply disruptions. However,
virtually none of that is in OECD countries, and over 2/3 (7
mmbd) is located in the Persian Gulf. In prior disruptions,
Persian Gulf suppliers, particularly Saudi Arabia, have
shown a willingness to increase production. In the event of
a closure of the straits, however, most of this capacity may
be unavailable.

The producers outside the Gulf with the greatest amount
of spare capacity are Libya (0.9 mmbd), Nigeria and Venezuela
(0.7 mmbd), and Indonesia (0.3 mmbd). All other producers
combined have approximately 0.8 mmbd in available spare
capacity. Given the current budget stringencies and prior
practice we believe each will be inclined promptly to
increase its production, charging what the market will bear.
The amount of increased production will take into account
both short and longer term revenue requirements. In any
event, it will take several weeks to several months to in-
crease production to full capacity and producers may also
be concerned about damage to their oil fields from too rapid
an increase in production or from maintaining a higher than
prudent level of production. On balance, the chances are
good that about 3 mmbd of additional production will be avail-
able in 30-90 days to offset shortfalls in Gulf production.

Libya is a special case, because its spare capacity is
the largest outside the Gulf but also because it alone
has traditionally not been characterized as a "high absorber”
(i.e., a country with a large population, relatively low per
capita income and pressing revenue needs). It could decide
fog political reasons not to increase its production --

CONFIDENTIAL
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especially if prices rose dramatically, providing higher
revenue without increasing his oil production. On the other
hand, during two previous periods of tight supply (the
1973-74 Arab oil embargo and the collapse of the Shah's
regime in Iran in 1979), Libya did take advantage of the
market. It did this in 1973 even while it was stridently
attacking U.S. Middle East policy,

The USG maintains contacts with the producer countries,
and during a crisis would in any event seek information on
current and projected production, along with diplomatic
exchanges on the events. Because prior practice and economics
would favor increased production, specific exchanges seeking
an increase would be of marginal benefit. In fact, one can
argue that such approaches might cause producers to make
demands on us in return for their acceding or promising to
accede to our wishes.

2, Recommendation:

The IESG recommends that no pre-crisis diplomatic con-
tacts be undertaken with producer nations to seek increased
production in the event of a crisis. It is likely that all
OPEC producers would raise production close to maximum
levels in a major disruption. Pre-crisis approaches might
only expose us to political and economic demands for some-
thing which would probably happen in any case. If and when
an interruption occurs, we would then consider approaches
as necessary to any producer which might be reluctant to
increase production to maximum levels.

CONFIDENTIAL
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Pre~Crisis Contacts to Deter Escalation
(Information Paper)

Background

Since its inception, the Iran-Irag war has posed a threat
to the security of Persian Gulf oil supplies. Iranian actions
earlier in the war, combined with closure of the Syrian
pipeline, have already cut Iragi exports from 3.3 million b/d
to 800,000 b/d. 1In the summer of 1983, Iragq moved to acquire
weapons systems giving it the capability to interdict, at lower
risk, Iranian exports. Iragi use of Super-Etendard aircraft,
delivered by France last fall, to launch Exocet missiles
against tankers in the Gulf could keep ships from loading at
Iran's Kharg Island terminal. Iraq may have the capability to
damage facilities at Kharg.

Iraq has thus far not made a concerted effort to halt
Iran's oil exports. Until recently, it was contemplating the
possibility of resuming its own Gulf exports through a limited
cease-fire with Iran. Our continuing efforts and those of
others to stave off escalation in the Gulf may also have
influenced Iraq to exercise restraint. However, the Iraqi
Government has recently reiterated in strong terms its warning
that all shipping is subject to attack in the war zone it has
declared in the northern Gulf; the statement emphasized that
this policy applied to tankers calling at Kharg, and reports of
Iraqi attacks on tankers are increasing. Iran has responded by
threatening to stop the export of all Gulf oil if its own :
exports are halted.

U.S. Policy

Concerned about the growing danger of a disruption in the
flow of oil from the Gulf, the U.S. has undertaken several
initiatives to reduce the likelihood of escalation. Wue have
focused these efforts on convincing Irag that altarratives o
military action exist that either promise movenent =owz:é =
Cease-fire or would stabilize its financial position vis-a-vis
Iran, permitting it to carry on the war should Iran continue to
refuse to negotiate.

On the diplomatic front, we fostered UN Security Council
Resolution 540 calling for a cease-fire in the Gulf, and we are
urging the Secretary General to reactivate UN mediation
efforts. 1Iran has refused to make a formal commitrment even to
a limited cease-fire, and we are encouraging others to explore
the possibility of an informal understanding quaranteeinc the
security of both belligerents' oil facilities anc¢ sxpocr:s :ir
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the Gulf. in particular, we support Japan's playing such a
role.

We have urged Saudi Arabia and the other Gulf states to
increase financial assistance to Irag, either directly or by
the sale of 0il on Iraq's account. Our own decision to grant
$400 million in CCC credits to Irag financed basic food imports
when Iraq's need for credit was particularly acute.

We are also encouraging Iraq to develop additional oil
export outlets in order to relieve financial pressures.
Options currently being pursued by Irag include a 500,000 b/d
link to Saudi Arabia's Petroline and a pipeline to the
Jordanian port of Agaba that would carry 1 to 1.5 million b/d.
Even the prospect of added oil earnings would provide a basis
for creditors to continue to accommodate Iragq.

Irag has made clear that it retains, and eventually may
exercise, the escalation option if international pressures on
Iran have no effect. Irag may again find itself facing a
financial crisis if progress on alternate export routes is
slow. Likewise, the military and pPsychological pressures of
sustaining a war of attrition with a larger and potentially
more powerful adversary may in time cause Irag's political
structure to crack. Cogsequently, the danger of a desperate
recourse to escalation remains, and its likelihood increases in
proportion to whatever success Iran may achieve in its current
offensive. 1In pointing out to Iraq the consequences of such an
action on its part, we have cautioned that an escalation of the
war will not draw us into the conflict on the Iragi sice and
that the direct involvement of outside powers poses
unpredictable risks.
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ISSUE:

Should we engage in either pre-crisis or crisis contacts
with member states of the GCC and OPEC to attempt to minimize a
supply disruption, and if so, on a bilateral or multilateral

basis.

CURRENT POLICY:

Develop and maintain positive political, economic and
security relations with key producing countries to demonstrate
that their interests are not served by oil supply disruptions,
to develop economic relations that reinforce the production and
exchange of oil and to assist these countries, as appropriate,
in their defense against outside agression and internal unrest
(NSDD-87, p-9). We have consistently avoided putting such
contacts on a multilateral (p. ex., IEA-OPEC) basis.

BACKGROUND:

Last summer French Minister of External Affairs Cheysson
proposed an informal producer-consumer dialogue, a call which
has been picked up and echoed by Venezuela and most recently by
the Swiss. The Swiss tried to sell their proposal by
emphasizing that it would provide a communication channel that
could be useful in a supply disruption. A Swiss official
discussed the idea in early December with Yamani who allegedly
was enthusiastic.

The Swiss approached us with their -idea. We reacted
negatively, restating opposition to formal or informal
multilateral producer-consumer dialcgue. The Swiss then made
demarches to most IEA capitals and later reported to us that no
nation was as negative as the U.S., but most countries were
skeptical. In view of the negative reaction, the Swiss have
informed us they intend to drop proposal.

U.K. officials have also advised us that they have heard
that the Saudis might be interested in multilateral discussions
focussing on energy contingency planning in the event of a
Persian Gulf closure. The British are skeptical about the
value of such an exercise.

On January 11, New Zealand Energy Minister W.F. Birch met
with Yamani. The press release issued after the meeting noted
that Birch urged a greater exchange of information between IEA
and QPEC, implying a positive attitude toward a multilateral
approach. BAlthough Birch served as Chairman of the 1983 IEA

' Ministerial, he was given no mandate from IEA countries as a
group to make such a suggestion. The USG subsequently notified
our embassies that our position is unchanged.
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DISCUSSION:

We see nothing to be gained by a pre-crisis multilateral
meeting with OPEC. We fear that any such discussion would
inevitably lapse into a debate over pricing and production
levels, both of which we consider best determined by the
marketplace. Our .IEA allies seem, for the main part, prepared
to go along with this position.

Furthermore, we question whether there is genuine interest
on the part of OPEC since statements by Yamani can be variously
interpreted. We have had no direct approaches from the Saudis
proposing a dialogue with consumers.

Pre-crisis discussions with individual GcC or OPEC counties
would likely be more frank and open, and thus contribute to a
more fruitful exchange.

The European Community meets regularly on a technical level
with the GCC, and such meetings could be used, if it appears
necessary, to sound out the Gulf producers on physical security
issues.

The possibility of discussion during a crisis with a
selective group of countries bordering the Persian Gulf should
not be ruled out at this time.

Recommendation:

The IESG recommends that no multilateral contacts between
oil producers and consumers be undertaken at this time..
Despite tentative approaches from producers to European IEA
members, we remain unclear as to what could usefully be
discussed in such a dialogue. 1In all likelihood, we would face
producer requests for price stabilization agreements which
would run counter to U.S. policy. We would, however, continue
a full range of bilateral contacts with 0il producing states.
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